Capital inflows with full repatriation give rise to welfare improvement possibilities in a small tariff distorted economy when imperfect competition and increasing returns are allowed for in one sector of a two sector model. This is in contrast to the Brecher Alejandro proposition that capital inflows with full repatriation are necessarily immiserizing for a small tariff-ridden economy. We find that welfare gains chances are greater (a) the higher the expenditure share of the capital intensive differentiated goodi (b) the lower the substitutability between brands and (c) the lower the share of tariff revenue in national income. 
immiserizing in the presence of sector specific capital (Brecher and Findlay, 1983) . However, Grinols (1991) 
THE MODEL

The Consumers
The representative consumer who takes all market variables as given maximizes a Cobb-Douglas utility function increasing in consumption of the homogeneous good y which is also the numeraire, and an aggregate X of the differentiated good whose price is P :
(1 ) U ::: X"y1-a subject to the budget constraint (2 ) y + PX ::= National Income (NI)
The subutility function X is of the Dixit-Stiglitz variety (3 ) and P, the price index corresponding to X is
where Xi and Pi are respectively the domestic output (which equals domestic consumption) and price of brand i and n is the number of brands produced locally. n is large enough to enable us to ignore the integer constraint. Terms with asterisks denote foreign variables. a>l is the elasticity of substitution between brands.
Below in (8a) we shall see that this would be the elasticity of demand facing each firm. a-I will in the large group case also be the share of fixed cost in total revenue. Since the economy is tariff-ridden, (l+t)p~, where P~ is the price of the jth foreign brand and t~O the rate of tariff.
Solving (1) and (2) we obtain the expenditure shares on homogeneous and differentiated goods as Next, maximizing (3) with respect to the budget constraint (7) yields demands for individual brands as (8a)
• -
Since we shall be concerned with symmetric equilibrium, each firm will charge the same price (Pi) and produce the same output
The same is true for the foreign varieties (Pj, xj) and hence we drop the subscripts. Also, following Venables (1982) we assume that the price and number of brands of the differentiated goods produced abroad can be treated as exogeneous. This completes the demand specification of our model.
The Producers
The homogeneous good Y is produced competitively using two inputs, labour(L) and capital(K) with constant returns technology.
Competitive production implies the equality of price (unity for. the numeraire) and marginal cost :
where aij is the amount of factor i utilized in the production of unit output of sector j and wand r are respectively wage rate and return to capital. From (20) it is easy to see that
according as 1
Condition (21) is a sufficient condition.
Thus, whether welfare gains occur as a result of a capital , inflow is conditional upon whether the gains due to a fall in the price level and increase in labour income are sufficient to offset the welfare loss resultant upon reduced tariff revenue.
It is clear from the above that ceteris paribus, the higher is A (the share of labour income) the more likely it is that in a tariff-ridden economy a capital inflow would be welfare improving.
A greater preference for differe<ntiated goods reflected in higher expenditure shares in NI, a, also enhances chances of welfare gains. Finally, low a valu~s, reflecting low substitutability between brands and therefore, greater non-competitive behaviour, tend to be welfare enhancing. Note that as a tends to infinity, the market tends towards greater competitiveness, and the BrecherAlezandro immiserization result asserts itself. Is it true that the developing countries were shooting themselves in the foot by following such a policy? The answer is in the negative acccording to the model set out in this paper.
In this paper we modelled the industrial sector as a monopolistically competitive one which is probably more realistic than the specification of the earlier models and yet allows to do a general equilibrium analysis. 
